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SUMMARY : 


In 1978 Ireland's real GNP growth reached 6-7 percent, the highest in the 
European Economic Community (EEC). Healthy increases in private consumption, 
exports and investment all contributed to this impressive performance. The 
annual inflation rate dropped to 7.6 percent from 13.5 in 1977. Unemploy- 
ment, at over 8 percent, remains a serious problem, but significant progress 
occurred during the year. The balance of payments (current account) deficit 
rose to 16160 million, 33 percent over that for 1977 but still manageable. 


A government economic policy paper for 1979-81 and the 1979 budget emphasized 
job creation and growth. Ambitious goals for the three-year period include: 
reduction of unemployment by 75,000; average annual GNP growth of 6 percent; 
reduction of the inflation rate to 5 percent by end-year 1979; and a sharp 
decline in the budget deficit as a percent of GNP. 


Since March 1979 Ireland has actively participated in the European Monetary 
System with its EEC partners except the United Kingdom. The Irish Government 
believes that closer association with continental EEC members will contribute 
to rapid growth, lower inflation and a greater diversification of trade. 

The decision to participate despite British abstention led to a break in the 
150-year-old link between the Irish and British pounds. 


A proposed "National Understanding on Economic and Social Development" aims 
at improving Ireland's recently troubled labor relations. It features a 15- 
month wage pact providing 15 percent pay increases. The package must be 
approved by a special labor conference on May 23, and acceptance is in doubt. 
If approved, the key question will be whether the labor rank and file will 
observe it. 


Momentum from 1978, a moderately expansionary budget and continuing business 
confidence offer favorable prospects for 1979. But moderation of personal 
consumption, signs of slackening export growth, and labor strife call into 
question the government's 6.5 percent growth target. A 4.5 to 5 percent rate 
might still be achievable. The Consumer Price Index increase for 1979 
appears likely to reach or exceed 10 percent. The government will try to 
avoid significant shortfall in its job creation program, but this could mean 
a choice between jobs and fiscal moderation. Probably the single most 
important domestic economic determinant for 1979 will be the outcome of 
efforts to foster more harmonious labor relations and wage/income restraint. 
International trends will, of course, have an important impact on this small, 
open economy. 


Despite some problems, rising disposable income, rapid industrial growth and 
infrastructure improvement should provide significant sales opportunities in 
a variety of fields for US suppliers. The recent purchase by the Electricity 
Supply Board of US boilers for a new coal-fired power station illustrates the 
marketability of high quality, competitively priced US products. US sales 
accounted for 8 percent of Irish imports and reached 14311 million in 1978. 
With respect to foreign investment, US firms have played a significant role 
in Irish industrial growth. In the period 1960-78, over 200 manufacturing 
projects sponsored by US firms began production in Ireland. 





IRELAND: KEY ECONOMIC INDICATORS 


All values are in Irish pounds and represent 
period averages unless otherwise indicated 


A B C D 
Exchange Rate: Ibl=$2 (year) (year) (year) % Change 
(May 10, 1979) 1976 1977 1978 


INCOME, PRODUCTION, EMPLOYMENT 


GNP at Current Prices 
GNP at Constant (1970) Prices 
Per Capita GNP Current Prices 
Personal Consumer Expenditure 
Gr. Dom. Fixed Capital Formation 
Indices: 
Industrial Production (1953=100) 
Avg. Labor Productivity (1970=100) 
Avg. Industrial Wage (1970=100) 
Labor Force (000) 
Avg. Unemployment Rate (%) 


MONEY AND PRICES 


Money Supply (M1) 

Total Government Debt Outstanding 
Interest Rates (Central Bank-Dec) 
Associated Banks 0/D (Dec) 
Wholesale Price (1975=100) 

Retail Sales, Value (1975=100) 


BALANCE OF PAYMENTS AND TRADE 


Gold & For. Exch. Reserves (Dec) 956m 1201m 1252m 
External Government Debt (Dec) 1040m 1039m 1046m 
Current Account (-) 150m 120m 160m 
Balance of Trade (-) 478m 607m 750m 
Exports 1859m 2517m 2960m 
US Share % 6.9 6.2 6.4 
Imports 2338m 3084m 3710m 
US Share % a 8.8 8.2 


Main US Exports to Ireland (January-—December 1978): office machines and automatic 
data processing equipment and components (I657million); norelectrical machinery 
(I1b42 million); organic chemicals (Ih31 million); feedstuffs (soya) (1426 million); 
electrical products and components (1625 million); and professional, scientific 
and controlling apparatus (Ib12 million). 


Main US Imports from Ireland (January-—December -1978): chemicals (1630 million); 
nonmetallic mineral manufactures (especially glassware) (1613 million); semi- 
conductors and other electrical products (Ibl12 million); footwear (Ib7 million); 
procurement of Irish beef for US military personnel in Europe (Ib7 million); 
medical, surgical and veterinary apparatus (166 million). 





I. CURRENT ECONOMIC TRENDS IN IRELAND 


A) 1978 Economic Performance Was Impressive 


In 1978 Ireland's real GNP growth reached 6-7 percent, the highest in the 
EEC. Consumer demand boomed, so much so that credit restrictions were 
applied (and ultimately extended into 1980). Exports continued to play a key 
role with volume for goods/services up 14 percent. Investment remained 
buoyant with fixed capital formation up an estimated 13 percent in volume. 
The Industrial Production Index reflected a 9.2 percent increase in output 

in 1978. Despite the strong growth trend, the rate of inflation dropped 
significantly. The average Consumer Price Index for 1978 was 7.6 percent 
above that for 1977 (the previous year's increase was 13.5 percent). 


The government regards unemployment as the nation's single most important 
problem, and sought a substantial reduction in 1978. Statistical 
deficiencies make accurate measurement of unemployment or progress against 
it difficult. By early 1979 those on the "live register" (a very imperfect 
unemployment gauge) had dropped about 11 percent (12,000) below the total 12 
months earlier. Unemployment still remains above 8 percent, however. 


Provisional data for the 1978 balance of payments show a trade deficit of 
16750 million, 24 percent above the 1977 figure. The current account deficit 
amounted to Ib160 million, 33 percent over that for 1977, but only 16 percent 
over that for 1976. Net EEC transfers of about 16330 million and gross 
tourist earnings of 14290 million helped keep the deficit manageable. Foreign 
exchange reserves in January 1979 stood at I41.19 billion, 10 percent above 
the January 1978 level and equivalent to 3.9 months imports. 


B) Government Emphasizes Job Creation And Growth 


A long-awaited Irish Government White Paper on economic policy and goals for 
1979-81 emphasized job creation and growth. The paper stressed the importance 
of private investment, including foreign, to future rapid growth and outlined 
various measures for specific sectors of the economy. Local infrastructure 
development, especially transport and communications, is assigned a high 
priority for resource allocation. As a further incentive to industrial 
development, the corporate income tax rate will drop from 45 to 10 percent in 
1981. (This will replace the current tax-free-export-profit program, ) 


Key goals for 1979-81, all very ambitious, include reduction of unemployment 
by 75,000 (total); average annual GNP growth of 6 percent; reduction of 
inflation to an annual rate of 5 percent by end-year 1979 and to below 5 
percent in 1981; and a sharp decline in the budget deficit as a percent of 
GNP. The government indicates that achievement of these objectives will 
establish the conditions for eradicating unemployment by 1983. 


The 1979 budget, announced in February, is less expansionary than last year's. 
With total expenditures up 16 percent (to Ih3.8 billion) and a budget deficit 
equivalent to 10.5 percent of GNP (down from 13.5 percent in 1978), it is 
still stimulative. The budget continues private investment incentives, 
provides a 20 percent increase in capital expenditures, and aims at maximum 
job creation. Government figures imply that central government expenditures 





will reach about 51 percent of GNP, a one percentage point decline from 1978. 
The White Paper proposes to reduce this figure to 48.5 percent by 1981. 


C) European Monetary System In, Sterling Link Out 


In March 1978, Ireland joined with its EEC partners, except the United 

Kingdom, in the European Monetary System (EMS). EMS aims at greater exchange 
rate stability between participants and thereby at enhanced economic harmon- 
ization. The Irish Government believes that closer association with continent- 
al EEC partners will contribute in the longer run to rapid growth, lower 
inflation and a greater diversification in trade patterns. To offset 

possible medium-term deflationary side-effects of EMS, Ireland will receive 
from the EEC 16225 million per year for 5 years with an associated yearly 

grant element of 1445 million and limited additional bilateral assistance. 


The decision to actively participate in EMS was complicated by British 
abstention. The UK is Ireland's largest trade partner by far, and a 150- 
year-old linkage of the Irish and British pounds reflected very close 
commercial/financial ties. On March 30, Ireland devalued against sterling 

to remain within its prescribed EMS intervention limits. Shortly after 

the decision to participate in EMS, Ireland imposed foreign exchange controls 
on sterling (in December 1978). The controls have permitted a slightly more 
independent monetary policy. The breaking of the link eliminated exchange- 
risk-free recourse to the London money market by local financial institutions. 
After some initial problems, the local market seems to be coping, but 
structural improvements in this area are likely. 


D) Developments in the Energy Sector 


Because of recent growth and ambitious future goals, the government is 
giving greater priority to energy issues. Ireland is now dependent on oil 
imports for over 70 percent of its total energy needs. Energy demand is 
expected to double by 1990, and the government wants greater diversification 
of suppliers. The Electricity Supply Board is currently expanding its 
generating capacity with new coal and gas fired units. The ESB is proceed- 
ing with preliminary preparations for Ireland's first nuclear power plant, 
including the issuance of invitations to bid. A special tribunal will hold 
a comprehensive public inquiry before any final decision is taken on nuclear 
power. 


Offshore hydrocarbon exploration continues this year with 6 or 7 probable 
drillings, well below last year's record level of 15, but a reasonable 
level of activity by pre-1978 standards. The only commercial strike to 
date in Irish waters is the Kinsale gas field, which came on stream in late 
1978. Last year's most positive results were in the Porcupine Trough off 
the west coast. The government remains interested in stimulating new 
exploration and has promised to be flexible on leasing agreements where 
necessary to promote the exploitation of deep-water or marginal fields. 


Oil supply problems occurred in the aftermath of upheaval in Iran and were 
exacerbated by local strikes, bad weather and increased demand over 1978 
levels. Following widespread complaints, the government acted to regulate 
distribution. Shortages in some sectors have been relieved, but the government 





expects the market to remain tight for the rest of the year. Differences 
on appropriate price levels continue between the government and oil 
companies. The government plans to create a National Petroleum Corporation 
by the end of 1979. Its initial role would be as a supply agent, i.e., to 
organize government-to-government long-term oil contracts. 


E) Labor Relations 


The government has emphasized that more harmonious labor relations and 

wage restraint are absolutely essential to growth and job creation targets. 
Probably of greatest concern has been a steady increase in strikes. An 
independent survey recently indicated that man-days lost in strikes in 1978 
was 509,000, up 15 percent from 1977 (but one third below the 1976 level). 
A government estimate places the loss for the first three months of 1979 
alone at 470,000 man-days. The public service sector has been particularly 
hard hit, including serious mail and telecommunications disruptions. 


Union spokesmen maintain that labor has been asked to assume an unfair 
portion of the sacrifice associated with economic development. Unions have 
called for tax reform; questioned the relatively low priority assigned to 
social services by the government; and sought higher wage settlements than 
those envisioned by the government. 


On April 24 Prime Minister Lynch announced a "National Understanding on 
Economic and Social Development." The understanding aims at improving 
Ireland's recently troubled labor relations and is the result of extended 
negotiations among government, labor and employer representatives. Its 
keystone is a 15-month wage pact providing for increases of about 15 per- 
cent. The understanding reaffirms the government's commitment to full 
employment and offers tax concessions and improved health services. The 
Irish Congress of Trade Unions will vote on the package on May 23. The 
refusal of the leadership of the Irish Transport and General Workers Union, 
Ireland's single largest union, to accept the package will make its passage, 
never a sure thing, even more difficult. If Congress does approve, the 

key question will be whether the rank and file will be willing to accept 
greater discipline and to forgo wage claims beyond the terms of the agreement. 
Business takes seriously the explicit government promise in the understand- 
ing to ensure that "economic and social development is not frustrated by an 
unacceptably high incidence of industrial disruption." 


F) Economic Prospects Favorable, But Problems Exist 


Momentum from last year, an expansionary (but less so than in 1978) budget 
and continuing business confidence offer favorable prospects for sustained 
strong growth. But moderation in personal consumption (fostered by credit 
restrictions), signs of slackening export growth, oil shortages and labor 
problems call the government's 6.5 percent growth target into question. Growth of 
4.5 - 5 percent might still be achievable, but most independent Irish fore- 
casters suggest a full percentage point lower. Inflation is into double 
digits again. The Consumer Price Index for the first quarter 1979 was 4 
percent over that for the last quarter 1978 and 11 percent over that for 
first quarter 1978. Increased indirect taxes, reduced food subsidies, 
rapidly climbing wages, and rising oil prices are all contributing factors 





in a CPI rise for the year likely to reach or even exceed 10 percent. 
Government officials still appear hopeful that a downward trend will be 
in evidence later in the year, but the reduction of the inflation rate 
to their target of 5 percent by the last quarter looks improbable. A 
substantial percentage increase in the current account deficit is likely, 
but will probably not be large enough to impose policy constraints. 


Job creation is the highest priority target of the government, and a 
significant shortfall in their goal of reducing unemployment by 25,000 this 
year will be avoided, if possible. A slackening of the growth rate would, 
of course, reduce the number of positions which the private sector would 
create, and confront the government with a choice between job creation and 
fiscal goals. 


Probably the single most important domestic determinant will be the outcome 
of current efforts to foster more harmonious labor relations and wage/income 
restraint. Continued labor unrest could have grave consequences for growth, 
exports and job creation. From a broader perspective, Ireland, as a small, 
open economy dependent upon exports for 50 percent of GNP remains very 
susceptible to external economic developments, particularly to those in its 
EEC partners. 


II. IMPLICATIONS FOR THE UNITED STATES 


A) Sales Prospects Good In Many Areas 


Trade between Ireland and the United States has quadrupled since 1971, 


during a time usually associated with increasing Irish ties to the EEC. 
In 1978 total bilateral trade grew 15 percent over 1977 to 16494 million. 
U.S. products accounted for over 8 percent of Irish imports for that 
period and reached 16311 million, up 14 percent over 1977. Irish exports 
to the United States in 1978 reached 14183 million, 17 percent above the 
1977 figure. (See details on major products on page 3.) 


Rising disposable income, rapid industrial growth, and planned infrastructure 
improvements should provide significant sales opportunities in a variety of 
fields for US suppliers in Ireland. The increased availability of Export- 
Import Bank financing and the presence of major US banks in Ireland facilitate 
marketing by US suppliers. Recent currency realignments vis-a-vis prime 
competitors should further enhance the attractiveness of American products. 
Equally important is the growing independence of Irish buyers from traditional 
trade patterns, a trend which the recent break with sterling should strengthen. 


The recent purchase by the Electricity Supply Board of US boilers for a new 
coal-fired power station, which may result in total export sales of I50 
million, illustrates the marketability of high quality, competitively priced 
US products. The Export-Import Bank helped insure that financing terms 

were attractive. Among other major projects now underway or on the drawing 
board are: further expansion of the nation's electricity generation capacity, 
possibly including a nuclear plant; a revamping and expansion of the national 
telecommunications system, including an earth satellite station; extensive 
harbor and road development; and a fleet replacement and expansion program 

by the national airline. The offshore oil exploration program provides 





service and equipment possibilities. A major revision of mining rights 
legislation may stimulate increased interest in minerals exploration 
generally and in related equipment. Ireland's tourist industry is growing 
at a healthy rate, and demand for related supplies and services should 
follow apace. Incomes in the agricultural sector have risen well above 
average in recent years. This sector still accounts for almost 20 percent 
of GNP. Demand for soybean meal should continue to grow. Farm machinery 
imports reached about I6100 million in 1978. 


B) Investment Climate Favorable; Labor Front A Question Mark 


Irish Government support for foreign investment has been consistently strong 
on a Nonpartisan basis over the past two decades. The January White Paper 
confirmed the importance of private and foreign investment to longer-range 
development plans. US firms have played a particularly significant role in 
the growth of the Irish industrial sector. In the period 1960-1978, 215 
manufacturing projects sponsored by US firms began production in Ireland. 
Over this period, the Irish Industrial Development Authority estimates total 
fixed investment in US manufacturing companies in Ireland (both in product- 
ion and approved for establishment) at 14813 million; roughly 50 percent of 
total foreign investment here. The largest single area is chemicals and 
allied products. US investors are prominent in areas as diverse as auto- 
mobile production and electronics and in nonmanufacturing pursuits such as 
banking and hydrocarbon exploration. 


A primary attraction to investment in Ireland for many US manufacturers is 
entry of their products into the EEC, an access which they might not enjoy 


without production facilities in Europe. The availability of a reasonably 
well-educated, English-speaking work force, moderate wage costs and 
government-sponsored financial incentives also serve as important attractions. 


Although most foreign investors, especially American firms, have enjoyed 
satisfactory labor relations, some representatives of major US companies 
have publicly voiced concern about recent trends. Perhaps most frustrating 
to foreign investors have been major disruptions in essential services 

such as telecommunications and mail service. The degree of success which 
the government has in resolving these disruptions will have an important 
affect on future foreign investment levels and on overall economic goals. 
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